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pplements examining the subject matter with which the World Economic 


Conference is concerned. A list of these will be fownd on the back page. We do not propose to cover this ground again. The 


purpose 
regards 


of this Supplement is to review the background of the present meeting, throwing into sharp relief the contrast—both as 
the scope of discussion and the acuteness of the world’s distress—between 1927 and 1933 ; and after summarising 


the points of the Experts’ Annotated Agenda to comment on the three chief problems before the Conference, namely, Monetary 


Stabilisation, Tariffs and International Indebtedness. 


I.—_THE BACKGROUND. 


It is just six years since the first World Economic 
Conference met in Geneva in May, 1927. At that time, 
the world seemed to be rapidly emerging from the anarchy 
and confusion that followed the war. 

As long ago as the first Brussels Conference of 1920 
the nations of the world had taken as their chief guiding 
principles the balancing of budgets and a restoration of 
the gold standard. Even at that time some phrases had 
been used which indicated that as far as possible pre-war 
conditions of trade should be restored; but it was 
generally assumed that trade and production would right 
themselves if only Governments would lay the founda- 
tions of a sound monetary and financial system which 
was the sine qua non of an expanding economic life. 


Financial Reconstruction, 1920-27. 


By 1927 most countries of the world had returned to 
the gold standard. The League reconstruction schemes 
for Austria, Hungary and other countries had checked 
the destructive torrent of uncontrolled inflation and given 
those countries a new start on the triple basis of balanced 
budgets, currencies linked to gold and central banks freed 
from political pressure—this programme being made pos- 
sible and being sealed, signed and delivered with the help 
of foreign loans. In Germany the reparations question, 
that perennial nuisance and disturber of the peace, had 
been quietened down by the Dawes Plan, under which the 
creditors of Germany made themselves responsible for the 
transfer into foreign currencies of the funds which 
Germany provided in marks—a significant step by which 
the creditors recognised that the ability of Germany to 
pay a foreign debt depended not upon her action alone, but 
upon the economic and financial situation of the world. 

On the other hand, countries normally dependent on 
foreign trade continued to experience conditions of strain. 
This strain manifested itself—although in otherwise widely 
differing circumstances—in the unemployment from 
which both Austria and Great Britain suffered without 
remission in these years. But the world’s production had 
already made a considerable recovery from the low level 
to which it had fallen as a result of the war, while in 
America the expansion had brought great prosperity and 
was already reaching boom conditions. 

It is true that, although the central banks of the chief 
financial nations had worked in close harmony in many of 
these matters, thete was no formal collaboration and no 
definite attempt to carry out the proposals of the Genoa 
Conference, which were designed to prevent undue fluctua- 


tions in the value of gold itself; while there were already 
signs of uneasiness on the part of some of the smaller 
nations regarding the gold exchange system, which threat- 
ened to develop into a scramble for gold. There was, 
however, a general belief that in putting an end to 
extreme currency inflation the back of the monetary 
problem had been broken. The Conference, therefore, 
regarded the phase of monetary disorder as passed. 


Economic Disorder. 


The keynote of its report, however, was that monetary 
reconstruction was not enough. Now that the currency 
chaos had been cleared away, it was revealed that trade 
was still hampered by all kinds of handicaps and that a 
number of economic adjustments, dictated by the new 
conditions with which the nations were faced, had yet 
to be made. In the course of the opening discussion at 
the Conference it was pointed out in various quarters that 
the multiplication of small tariff areas in Europe had led 
to the duplication of plant and to the creation of small 
uneconomic markets; that the breach of the old economic 
relations between Europe and countries in other con- 
tinents, originally caused by the war, was being main- 
tained by deliberate tariff policy; that the isolation of 
Russia had disturbed the economic balance of Europe’s 
international trade; and that the emergence of the United 
States as a great creditor Power, combined with her high 
tariff policy, had raised the problem how not merely 
political but commercial debts were to be paid to her. 
And over the whole arena hung the cloud of economic 
nationalism, which was retarding the natural development 
of the resources of the world. The most striking result 
of the barriers which nearly all countries were imposing— 
whether on political or economic grounds—was the rela- 
tive lowness of the price of agricultural products, which 
was crippling the buying power of agricultural nations 
and communities. 

The outstanding feature of the Conference report was 
its blunt condemnation of the pursuit of the mirage of 
self-sufficiency; it recommended that the process should 
be reversed, and set the Economic Committee of the 
League the task of trying to organise tariff disarmament. 


Influence of the Conference, 1927-29. 


Its advice was not followed. The members of the Con- 
ference, though appointed by the Governments, were 
business men, labour representatives and experts, not 
political plenipotentiaries, and though many Govern- 
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ments declared their adhesion to the recommendations and 
the report was approved by the League, its decisions had 
no binding force. Indeed, a proposal by one of its mem- 
bers, Mr Walter Runciman, that it should be followed by 
meetings of the Ministers of Commerce was not adopted. 

The report was not entirely without effect, for in 
the two following years the upward movement of Euro- 
pean tariffs was undoubtedly checked and the network of 
commercial treaties which came into being (commencing 
with the Franco-German Treaty) stabilised, if it did 
little to reduce, the level of tariffs. But the unremitting 
efforts made at Geneva to secure a more definite improve- 
ment of the situation came to nothing. The econo- 
mic organ of the League tried to secure agreement 
on tariff reductiong in particular trade groups—such as 
textiles, iron and steel, ete.—but very little success was 
achieved. This, indeed, was not surprising, seeing that 
those who were chiefly consulted were the industries pro- 
tected instead of the consumers. After considerable 
efforts, under the guidance of M. Colija—now Premier of 
Holland—the League almost succeeded in bringing into 
effect a convention putting an end to import and export 
prohibitions; but the project was finally shipwrecked 
owing to the failure of commercial negotiations between 
Germany and Poland. Finally, the British Labour 
Government tried to obtain a tariff truce as a first step 
towards formal negotiations designed to lower European 
tariffs; but this scheme was emasculated by so many 
exceptions and the enthusiasm of the nations was so cooled 
by the depression that set in before the long-drawn dis- 
cussions were ended, that the project was dropped and the 
low-tariff nations were advised to do the best they could 
for themselves by presenting their demands separately to 
the chief nations of Europe. The resulting bilateral nego- 
tiations were suspended by the crisis of 1931. 


Protectionist Fallacies. 


But if the Conference of 1927 had only a negative suc- 
cess in Europe its results elsewhere were even more 
disappointing. Among the older countries the two chief 
grounds for protection are perhaps the political argument 
that a country must maintain its war industries and not 
become dependent on potential enemies, and the economic, 
or perhaps we should say the social, argument that 
a country needs a diversified population and, in particular, 
must maintain its peasantry on the Jand. The urban 
population must, therefore, forgo the advantage of the 
higher standard which it could enjoy if the cheap products 
of the richly-endowed agricultural countries were freely 
admitted. The future of international trade and of the 
countries of the new world depends on the outcome of the 
conflict between this concept and the economic advan- 
tages of interdependence. In the new world, on the other 
hand, the arguments which have played the greatest rdle 
are purely economic. One of them is the idea that a 
country with a relatively high standard of living will risk 
losing this standard if it admits the products of countries 
with a lower standard. Secondly, there is the notion that 
the internal economy of a country may be safeguarded 
by a tariff based on the supposedly scientific principle of 
import duties which exactly equal the difference in 
costs of production between the importing and the 
exporting country. It is not difficult to expose the 
fallacy of these arguments. A high standard of living can 
result only from the combination of the natural resources 
of the country with the skill and efficiency of its people 
and protective tariffs can neither create the one nor are 
they necessary to maintain the other. In Europe, for 
example, the countries with the highest standards have 
been those with the lowest tariffs. The “ scientific " 
principle of protection, if taken to its logical extreme 
would reduce international trade to nothing, for the differ- 
ence in costs is at once the only cause of trade and the 
only way in which nations profit from their ecommerce 
These ideas have nevertheless been responsible for the 
steady rise of tariffs in Australia and Canada and for 
the worse excesses of protectionism in the United States 

It may be added that during this period of comparative 
= it began to appear that all was not entirely 
well with the monetary situation. One cause of appre- 
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hension was provided by the results of the stabilisation of 
the French france at a level so low in relation to French 
internal prices that it produced a continuous surplus of 
exports. As the adjustment of internal prices to the ex- 
ternal value of the currency did not take place for some 
time, France acquired very large short-term funds in 
London and New York, which gradually returned home in 
the form of gold. This movement eventually became so 
large that it helped to produce a fatal distortion in the 
distribution of the world’s gold. 


The Slump of 1929. 


But while policy tarried, events continued to march, 
and eventually took control. The great American boom 
of 1928-29 was based on the fallacy that the expansion of 
the United States would continue indefinitely without in- 
terruption. Whatever there was to be said for this thesis 
so far as the domestic conditions of America were con- 
cerned, it ignored precisely those disharmonies which had 
disturbed the equanimity of the Economic Conference, for 
it required for its success that the rest of the world should 
continue to buy increasing quantities of the products of 
America. American tariff policy, however, was such that 
Europe could not pay for its purchases by sales to America, 
and a continued growth of exports was possible only so 
long as America continued to lend. But as the boom pro- 
ceeded and gathered strength not only was American 
capital engulfed, but foreign capital was also attracted to 
the States to share in the rich harvest that was being 
gathered in Wall Street. This movement of capital even- 
tually started a stream of gold, with the result that dear 
money conditions became necessary abroad and that the 
distribution of the world’s gold was still further distorted. 

The story of the American slump need not be repeated; 
but it is pertinent to recall that the slow decline of agri- 
cultural prices, which had persisted for some years, had 
turned into a sharp fall several months before the Wall 
Street crash in the autumn of 1929, though the crisis 
converted a downward drift into a veritable landslide. 

This fall of prices has become the central phenomenon 
of the depression. Its two immediate effects were, first, 
a reduction of the buying power of the agricultural com- 
munities, involving a rapid growth of unemployment in 
manufacturing communities, and, secondly, a shrinkage of 
personal and national incomes, which has created acute 
difficulty in the payment of debts fixed in terms of money. 

By the irony of fate January, 1930, was the moment 
appointed for the ‘‘ final settlement ’’ of Reparations by 
the Young Plan and for the foundation of the Bank of 
International Settlements, which was thus plunged into 
the greatest price slump in history before it had time to 
organise itself and win its spurs. It was quickly evident, 
however, that the fall of prices and the cessation of Ameri- 
can lending had created an impossible situation for the 
debtor countries of Europe and in particular for Germany. 


Warnings of the Storm. 


In the preceding six years Germany had borrowed 
abroad on a very large scale. These borrowings had per- 
formed the double function of balancing the reparation 
payments, which were being regularly made, and of 
enabling Germany to import more than she exported. 
The investment of foreign private capital in Germany, 
however, did nothing toenable her to create the export sur- 
plus which would eventually be necessary to cover the grow- 
ing volume of interest payments—let alone the reparations 
annuity. Many of the loans were utilised for public works, 
which could only be expected to make an indirect contri- 
bution to the nation’s productive capacity; even when 
the investment took the form of industrial plant it was 
rendered redundant in the world market by the tariff 
policy of other nations. On the other hand, a large propor- 
tion of this foreign capital was in the form of short- 
term money, which was liable to be recalled suddenly and 
in bulk if confidence were shaken. 

As soon as the flow of capital into Germany ceased she 
was for the first time faced with the necessity of meeting 
her current liabilities from the proceeds of her exports. 
The same was true, on a smaller scale, but to an even 
greater degree, of Germany’s companions in misfortune, 
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Austria and Hungary. 


revealed by the Reichstag election of September 14, 


1930, and this in its turn precipitated a stock market and 


banking crisis in France. Thus did politics and economics 
act and react on one another and lay the foundation of the 
general crise de confiance which broke upon Europe in 
1931. 

It is worthy of note, however, that the first mutterings 
of the storm came from quite a different direction; for in 
1930 the Australian pound began to decline, and in the 
first weeks of 1931 it fell to a heavy discount. Australia’s 
difficulties arose from two facts: the first was that she had 
been attempting to maintain a high living standard by 
means of minimum wage and other legislation, by high 
tariffs, and by trade union action, but found it impossible 
to do so as soon as her chief products became a drag on 
the market; the other was that she had over-borrowed, and 
when prices fell her budgetary position became desperate, 
while the resources available for meeting her interest 
charges and renewing her short-term debt in London 
proved quite inadequate. The Australian crisis had passed 
its peak before the storm broke in Europe, while the 
troubles of the Argentine and other distant countries were 
already far advanced. 


The Debts Crisis and the Gold Standard, 1931. 


The events of 1931 are too recent to necessitate a repeti- 
tion in detail of the story of the Credit-Anstalt suspen- 
sion, the spread of the panic to Germany, Mr Hoover's 
last-minute effort to save the situation by means of a 
year’s moratorium of reparations and inter-governmental 
debt payments, the freezing up of foreign advances and 
the control of exchange by Germany, the run upon London 
and finally the suspension of the gold standard by Great 
Britain, the Scandinavian countries, India and the 
countries of the British Empire. We must, however, 
briefly enumerate a few of the most important financial 
and economic consequences of these events. 

In the first place, the fall in the pound gave a violent 
shock to the system of the gold-exchange standard, from 
which it will not readily recover. The effort that had 
been made for a decade past to persuade the countries of 
the world that deposits in London and New York were ‘‘as 
good as gold,’” and that, therefore, they should not com- 
pete to secure for themselves their own reserves of the 
yellow metal, was one of many reasons why Great 
Britain made so strenuous an effort to remain on gold. 
When the central banks of many nations suddenly had to 
face the depreciation of a large part of their reserves it was 
natural that they should endeavour to make sure of the 
value of their remaining foreign exchange reserves. The 
result was a very serious withdrawal of balances from 
New York in the form of gold, which was the first of a 
succession of external strains to which the American bank- 
ing system has been subjected. 

Secondly, the countries which still struggled to main- 
tain the gold basis of their currencies were driven to 
resort to more or less rigid forms of exchange control, and 
by so doing paralysed the normal functioning of the 
mechanism of international payments. Even now that 
these controls have become somewhat adapted to the 
needs of trade, they mean that a trader can only be sure 
of being permitted to make a payment to a foreign country 
if he can produce evidence of a precisely complementary 
payment to be made by that country. In other words, the 
system at its best only allows that amount of trade which 
is represented by direct exchange between any pair of 
countries. It thus reduces trade to a very low level, 


and to the extent that trade has taken place without an 


assurance of permission by the buyer to pay, it has led 
to the accumulation of funds owned by foreigners in 
blocked accounts. ° 
which have made this great effort to retain the gold basis 
are precisely those who ten years ago suffered most 
severely from the evil effects of uncontrolled inflation 


By cutting wages and prices 
severely, and by drastic reductions in imports, Germany 
succeeded in paying her way in 1930; but the price of this 
extra strain, superimposed on the effects of the fall in the 
price level to which every nation was exposed, was largely 
responsible for the great advance of the Hitler movement 





It is noteworthy that the countries 


and whose people are determined at all costs to avoid the 
repetition of experiences which have been deeply 
impressed on the national memory. 

Exchange controls, however, have been only one of the 
means by which countries have attempted to protect their 
currencies and their internal economies. Everywhere there 
has been a tendency to increase tariffs, to put on counter- 
vailing duties to balance exchange depreciation and to 
resort to ‘‘ quotas.’’ When every nation falls to such 
devices it is obvious that everyone loses more through 
other people’s obstructions than he can even hope to gain 
from his own. Hence, the world has descended to a con- 
dition of what can without extravagance be described as 
universal blockade. 


The Fall in Prices. 


As to the effect of the gold suspensions on prices, 
for a short period after the suspension of gold payments 
in Great Britain British prices tended to rise, but, in 
general, the previously prevailing downward drift of gold 
prices has continued at an even greater pace. Eighteen 
months later British wholesale prices were but little above 
the level of September, 1931; but world prices had fallen 
by nearly 25 per cent.—the difference betwen the two 
figures being roughly measured by the depreciation of 
the pound and its associated currencies. 

Britain’s departure from gold hastened this fall by creat- 
ing uncertainty, by increasing the competition of British 
exports and by diminishing the volume of imports into 
Great Britain. But an adjustment of our trading balance 
by this or other means had become imperative as soon as 
our debtors ceased to pay and our earnings from in- 
visible exports such as shipping declined. Indeed, the 
extent of the fall in the pound was, in the long run, largely 
governed by the need of balancing our international pay- 
ments, and it is obvious that the tariffs, quotas, pro- 
hibitions, etc., with which our exports were faced played 
& very important part in determining the level to which 
the pound had to fall. If our exports had had freer access 
to the world’s markets the figure at which the pound 
found its level would not have been so low. In the past 
two years the international payments of most countries 
have, in fact, had to be balanced by current trading and 


by gold, for the practical cessation of foreign lending has 


meant that it has no longer been possible to finance im- 
ports by borrowing or exports by lending. The level at 
which these balances have been struck is, however, ex- 
tremely low, as the figures of world trade demonstrate, 
and currency depreciation and instability have un- 
doubtedly played their part in reducing the totals at 
which equilibrium can be found. 


Significant Features. 


It is, however, to be noted that this provisional and in 
many ways artificial equilibrium is a feature of the pre- 
sent position of the countries ‘‘ on ’’ as well as of those 
‘‘ off ’’ gold. This is true even of America, which has 
continued to sell more than she buys. 

But if the events of the past two years have reduced 
international trade to a fraction of its former size and in 
so doing brought the shipping and merchanting business 
of the world to the verge of universal bankruptcy, 
they have demonstrated one or two other facts of great 
importance. One is that, contrary to Continental expecta- 
tion, the abandonment of the gold standard does not neces- 
sarily involve wild inflation and the ruin of the social 
structure ; another is that deflation may be as harmful to 
economic well-being as inflation. The most significant 
lesson, however, is the demonstration that measures in- 
tended to safeguard a national situation at the expense of 
other countries are bound to have a boomerang effect and 
recoil on the head of those who adopt such a policy. 

This slight survey would not be complete without a 
mention of the Ottawa Agreements, which have main- 
tained British purchases from the Dominions (if the Irish 
Free State is omitted), so that practically the whole im- 
pact of our reduced buying capacity has fallen on foreign 
countries. 

Such was the general position when the United States 
banking crisis developed in February, followed shortly 
by her departure from gold. This last step was due 
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to internal pressure resulting from the strain of low 
prices, and for that reason was a phenomenon of 4 quite 
different kind from Britain’s departure from gold, which 
was due to external pressure. America is, indeed, the 
first country to make a definite move in the direction of 
drastic Government action designed to promote an 
upward movement of prices. This has introduced a new 
factor into the situation. It raises at once the question 
whether other countries will seek or be able to keep in 
step with whatever price movement is achieved in the 
United States; for, if not, there must be very consider- 


able fresh adjustments of the dollar exchange in terms 
of other currencies. 


The Preparatory Commission. 


But though this is a new factor, it does not affect the 
need of dealing with the old ones as they were envisaged 
by the Preparatory Commission at Geneva or lessen the 
significance of the warning which they addressed to the 
world in the following considered phrases :— 

The crisis has caused national measures, defensively intended, to 
breed virtual economic warfare. Failure to resolve this conflict of 
national economies will shake the system of international finance to 
its foundations, standards of living will be lowered, and the social 
system as we know it can hardly survive. 

This arresting statement is illustrated by figures show- 
ing the shrinkage of world trade to one-third of its 1929 
value, unemployment amounting to over 30 millions, 
idle shipping and debts. Further examples will be found 
in the later pages of this Supplement—all serving to 
show that already the world’s economic vitality has sunk 
to a very low ebb. It is figures such as these which 
should inspire the statesmen at London to make a more 
determined effort to reach agreement than they made !n 
the years following 1927 and to sink national and sectional 
interests in achieving it. 

Before proceeding to deal with the details of the Con- 
ference Agenda itself the experts make clear two points 
of policy which are vital for the success of the Confer- 
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ence. The first concerns the war debts. Though this 
question was outside the Preparatory Commission’s terais 
of reference they put on record their view that ‘‘ until 
there is a settlement . . . these debts will remain an 
insuperable barrier to economic and financial reconstruc. 
tion.’’ There is no need to supplement or elaborate this 
blunt declaration. A solution of the debt question will not 
put the world right. Things have gone too far and the 
depression bitten too deep. But it is a ‘‘ condition pre- 
cedent '’ without which any Conference scheme must fail 

The second point concerns the order of topics on the 
Agenda. The Commission put monetary questions first 
but made it clear that this does not imply priority either 
in time or in importance. It is, indeed, evident that we 
cannot expect to re-establish a new international finan- 
cial system without clearing away the barriers which did 
so much to wreck the old. It would, indeed, be foolish 
to try. The Basle Committee of August, 1931, said no 
more than the simple truth when they observed that 
‘‘ the world has been endeavouring to pursue two con- 
tradictory policies, in permitting the development of an 
international financial system which involves the annual 
payment of large sums by debtor to creditor countries, 
while at the same time putting obstacles in the way of 
free movement of goods. So long as these obstacles 
remain, such movements of capital must necessarily 
throw the world’s financial balance out of equilibrium.”’ 
On the other hand, barriers will not be reduced or removed 
while currencies are in a state of flux. There is obviously 
one way only out of this dilemma and tkat is simul- 
taneous action in accordance with a progressive time-table 
tackling all problems at once. Every question will need 
time for its solution. What is required is a co-ordinated 
programme in which the items in each section are 
dependent upon progress in another. 

Subject to these general propositions, the experts 
proceed to elaborate an agenda of which the following 
chapter is a summary. 


Il1—THE ANNOTATED AGENDA. 


The Commission divided the agenda of the Conference 
into two main divisions, viz., financial and economic ques- 
tions, each of these being further divided into three 
subjects. There are thus six topics in all on which the 
experts make the following comments :— 


1. Monetary and Credit Policy. 


In the absence of any acceptable alternative the Conference should 
endeavour to secure the restoration of the gold standard, although 
each country must be left free to decide both the time when and the 
parity at which it shall return to gold. The conditions for such a 
restoration are an increase in political confidence, a settlement of 
inter-Governmental debts, a return to reasonable freedom of move- 
ment of goods, services and capital, and an undertaking by the 
different nations to improve their interna] equilibrium and increase 
the elasticity of their national economies. 

In the meantime, countries in a position to do so should pursue an 
‘“‘easy money’ policy and permit the free export of gold and 
capital. Other countries should avoid the temptation to competitive 
depreciation of their exchanges, and should remove their exchange 
restrictions, or at least the restrictions applied to foreign trade, 
even if such removal would involve depreciation of the currency. 

The oe future functioning of the gold standard requires, 
inter alia, a lowering of reserve ratios and the abandonment of 
practices which render much gold unavailable for international use. 


A revival of the gold-exchange standard, with certain saf d 
is also eames. en 


2. Prices. 


The disequilibrium between prices and costs can be 
solved by reductions in costs; but this will not lower the b 
debts. For raising prices chief reliance is 
policies, a revival of ‘sound international lending” and the 
growth of eral confidence. Public works schemes are not 


recommended, as their effect on Government credit migh 
rest of the programme. might delay the 


partially 
urden cf 
placed upon easy-money 


3. Resumption of the Movement of Capital. 


Capital movements have been hindered by currency instabili 
and exchange control. A removal of these nhc is oe 
difficult by the threat of mass withdrawals of short-term deposits 
or by the heavy charges resulting from long-term indebtedness. 
Restoration of freedom is therefore dependent upon the policy of 
the creditor countries as well as on that of the debtors. 


Standstill agreements are unsatisfactory temporary expedients 
and should be replaced as soon as possible by arrangements which 
differentiate between good and bad debtors inside each country. 
In particular, efforts should be made to liberate real commercial 
acceptances as soon as possible. 

Agreements relating to long-term debts should be arranged be- 
tween the debtors and the bondholders, and for this purpose bond- 
holders’ associations should be formed. ; 

In cases where the application of these measures is not sufficient 
to restore the equilibrium of the balance of payments, the provision 
of outside aid should be considered. This might be provided by 
an International Credit Institute supported by Central Banks and 
Governments and associated with the B.I.8. 


4. Restrictions on International Trade. 


_Restrictions on international trade, taking the form of prohibi- 
tions, quotas and licences, have been growing im recent years, In 
spite of efforts to reduce them. The Convention relating to the 
abolition of trade prohibitions and restrictions which was signed in 
November, 1927, failed partly because of the exceptions a mitted 
by the Convention and partly because of the non-adhesion of certain 
countries whose accession was necessary. Any further attempt 
should, therefore, closely define the permitted exceptions and con- 
fine them to special cases. Any agreement will be extremely difficult 
to secure. However, it may be possible to avoid a repetition of the 
failure of 1927 precisely because the evil is now so much greater 
and so much more widely ised, and also because an attempt 
can now be made to treat the question of trade restrictions, not as 
an isolated problem, but as part of a more general settlement. 


5. Tariffs and Treaty Policy. 


The tariff policy which has been followed by many countries in 
the past has contributed largely to the disorganisation of world 
conditions. It should be the object of the Conference to reverse 
this policy and to secure the adoption of more liberal methods. 
It will probably be found necessary to reduce tariffs in successive 
stages and simultaneously. Tariffs should not only be reduced, but 
more moderate policies should be pursued in the future. 

“‘ Customs Truce ’’ is recommended as a prelimi measure ; but 
such a truce would be more harmful than useful if it resulted in 


a stabilisation of duties at the present level. Moreover, the truce 


be extended to cover obstacles to trade other 
ves. 


tariffs 
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The Conference should consider combining the two methods 
suggested for the reduction of tariffs : that is, the system of reduc- 
tion by percentages, and the system of reduction to a uniform level. 
The method should be to agree on percentage reductions with 

minima. 
icultural tariffs will need special consideration ; for while it 
is on the one hand that agricultural protectionism has been 
largely responsible for the fall in the prices of staple products, it 
is argued, on the other hand, that removal of these duties would 
raise complicated social problems. 

The Conference should consider the reduction of specific duties 
which were fixed when prices were appreciably higher. 

If a general agreement to reduce tariffs is impossible at the Con- 
ference, attempts should be made to secure collective agreements 
between particular States, open to the adhesion of all the others. 

The unconditional and unrestricted most-favoured-nation clause 
should form the basis of commercial relations between nations. At 
the same time certain permanent exceptions to it should be con- 
sidered, particularly in connection with plurilateral agreements. It 
might be possible to provide that the advantages of such agreements 
should be confined to the contracting States and to such other 
States as may voluntarily grant equivalent advantages; provided 
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that such agreements are open to the adhesion of all interested 
States, that their aim is in harmony with the general interest, that 
they do not involve new hindrances to trade with other countries, 
and that they are adhered to by more than an agreed number of 
States. Temporary exceptions should also be considered, 


6. Organisation of Production and Trade. 


International economic agreements have more chance of success 
if their formation is left to the initiative and free discussion of 
the producers concerned. However, the Governments might usefully 
consider their attitude to such agreements, particularly in countries 
where Governmental intervention is necessary in order to secure 
sufficient organisation of the industries to make the conclusion of 
agreement possible. The question of the regulation of the produc- 
tion and export of wheat deserves special attention. 


In all such agreements, the interests of the consuming countries 
should be considered as well as those of the producers. In the 
sphere of transport, ~ ing subsidies make a return to sound 
conditions impossible. S possibility of agreements with regard 
to the scrapping of old tonnage and the regulation of new con- 
struction should be considered. 


III—MONETARY POLICY. 


Tse inter-relation of the various sections of the Con- 
ference’s agenda was sufficiently emphasised in the Report 
of the Preparatory Commission. It will be impossible to 
reach any lasting solution of currency problems or to 
effect a stabilisation of the exchanges unless order is 
brought into the present chaos of economic relationships 
in general. Nevertheless, all the facets of the general 
problem cannot be examined at once, and in this section 
the assumption will be made that the other problems, par- 
ticularly the difficulties presented by the problem of in- 
debtedness and by barriers to trade, will be removed. 
All that follows is dependent upon this assumption. 

The first essential step in any attempt to construct an 
international currency policy is that it should be recog- 
nised on all sides that manipulation of currencies is not 
& proper weapon for use in economic warfare. So long as 
any country has reason to fear that it will be exposed to 
the risk of competitive depreciation it will naturally be 
chary to commit itself on currency policy. The Confer- 
ence might, therefore, usefully endeavour to secure from 
all the Governments participating a formal declaration 
forswearing deliberate and artificial depreciation—a 
currency Kellogg Pact, as it were. 


The Basis of Parities. 


It follows from this point that the parity at which any 
currency is stabilised is necessarily of concern to other 
nations. Sovereign States cannot, of course, be asked to 
surrender their right to decide for themselves the time 
when and the parity at which they will stabilise their 
currencies and the Draft Agenda makes formal reservation 
of this right. But full and constant discussions between 
the authorities of the different nations on the subject 
of stabilisation will be essential if such disharmonies, for 
example, as resulted from the stabilisation of the French 
franc in 1926-28 are to be avoided, and if the difficult 
problem of the future ratios between currencies is to be 
surmounted without unfortunate repercussions. 

In theory, the correct rate for the stabilisation of a 
currency can be discovered without difficulty: it is that 
rate which will bring the balance of payments of the 
country into equilibrium, having regard to the amount of 
long-term lending or borrowing that past experience shows 
to be normal or reasonable. The practical problem is to 
translate this abstract prescription into actual figures, 
especially in a period when the data are distorted by the 
chaotic effects of the monetary crisis. These practical 
difficulties can be illustrated by the case of the pound 
sterling. At the beginning of the present year, before 


Exchange Equalisation Fund and the comparative 


\\ the American crisis burst, the successful operation of the 


| 
* 


tability of the pound sterling provided evidence that the 

ritish balance of payments had been approximately re- 
stored with the pound at the prevailing rates of about 
$3.84 or Frs. 87 and that the equilibrium rate for 
sterling was, therefore, not far removed from these 
figures. In those circumstances it would probably have 


been possible for the British Government to have under- 
taken, at the World Economic Conference, to attempt to 
maintain sterling at about this level, with a certain 
margin for variation through the period of seasonal pres- 
sure next autumn and, if this experiment were successful, 
to complete the stabilisation in the course of 1934. 


Dollar Uncertainties. 


This potential programme had to be suspended, if not 
abandoned, in the face of the sudden emergence of a new 
factor in the shape of the depreciation of the dollar. That 
depreciation was due to psychological forces, for the 
American balance of payments was, and is, favourable, 
at least so far as the current account is concerned. Indeed, 
the fact that the fall of the dollar has been so slight in 
spite of the exodus of capital and the threat of far-reach- 
ing inflationary measures, indicates its fundamental 
strength. It may be that prices and costs in the United 
States will rise to such an extent as to alter the equili- 
brium rate between the pound and the dollar. But such 
eventualities are still in the future, and until they 
materialise, nothing can occur to alter the underlying 
relationships that previously existed. At the present 
moment the dollar is artificially depressed by conditions 
which, by their nature, cannot last and must ultimately 
reverse themselves. In terms of the remaining gold 
currencies, the pound sterling is still at a figure not far 
removed from its apparent equilibrium of January and 
February last. 

The change in American policy has, therefore, done 
nothing as yet to change the currency relationships which 
were becoming established. But it has imported a great 
deal of uncertainty into the position. On the assumption 
that some rise of prices in the United States can be 
expected to result from the recent legislation, two alter- 
native possibilities, broadly speaking, present themselves. 
In the first place, the United States may determine to 
engage in direct inflation of the most thoroughgoing 
nature, subordinating all international considerations 
(such as the effects of a rapidly depreciating dollar) to the 
sole object of raising the American internal price level. 
If this course of action is chosen, no other country will 
be able to come to any decisions of currency policy until 
it is known how far inflation is to proceed in the United 
States and what are to be its effects on prices in other 
countries and on exchange rates. The result would be to 
postpone for an indefinite period any prospect of rational- 
ising the present currency chaos or—in all probability— 
of achieving any progress on the economic side of the 
problem. 

On the other hand, the United States may be prepared 
to agree that any action taken under the Inflation Amend- 
ment shall be cautious and tentative, and that nothing 
shall be done to depress unduly and artificially the ex- 
change value of the dollar or to attempt to secure unfair 
commercial advantages over other nations by means of a 
‘*‘ strong-arm ’’ currency policy. In this case the 
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American inflation can probably be incorporated in 4 
general rise of world prices, for the rise would be directly 
due to an increase in monetary demand, and there is every 
reason to believe that it would spread to other countries. 
This has, indeed, been happening in recent weeks. 

To make assurance doubly sure, however, other coun- 
tries—and pre-eminently Great Britain—should under- 
take to co-operate with the United States by placing no 
obstacle in the way of a rise of their own domestic price- 
levels, and by taking steps to secure such a rise, should it 
not come naturally. These measures should include the 
continuation of the ‘‘ easy money ”’ policy, the encourage- 
ment of all forms of private capital expenditure and the 
initiation of schemes of Public Investment. If other 
countries can be assured that American monetary policy 
will be pursued with moderation and circumspection, there 
is no reason why the programme of tentative currency 
stabilisation, proceeding pari passu with a general rise in 
the world price-level, should not go forward. 


The ‘‘ Frozen ’’ Currencies. 


Equal in importance to the problem of stabilising the 
currencies which are now off the gold standard is that 
of ‘‘ unfreezing '’ those currencies which have only main- 
tained their gold parity at the expense of a progressive 
strangulation of all trade and exchange transactions. This 
situation is clearly an impossible one, although no country 
dare assume the risks of being the first to lay its currency 
open to attack. Many of the restrictions have been im- 
posed solely as a means of defence against the defensive 
measures of other countries, and these would be removed 
if only a programme of simultaneous and progressive 
measures could be subscribed to by all the nations con- 
cerned. But a great deal of the trouble goes far deeper. 
These countries are attempting to maintain the value of 
their currencies at parities which are higher than can, in 
fact, be supported. The remedy of depreciation would 
have been applied long since if it were not for the fact 
that the recollection of the wild post-war inflations in 
these countries is still very clear, and an attempt at de- 
valuation might become the signal for headlong deprecia- 
tion. The solution of this very difficult problem can prob- 
ably be found in an agreement by those Central Banks 
whose reserves are ample to assist the transition of the 
‘“‘ frozen ’’ currencies from their present nominal and 
wholly unreal parities to new ratios. Such assistance 
should be given, subject to the condition that the new 
parity of each currency is approximately at the ‘‘ equi- 
librium rate "’: that is, that it is low enough to permit 
of the removal of exchange restrictions, but not so low as 
to undercut other nations. If the Conference can suc- 
ceed in arranging for the stabilisation of the world’s lead- 
ing currencies, the smaller currencies can be ‘‘ hooked 
on ’’ at a later date. The fact that this devaluation can 
only be accomplished with the assistance of the stronger 
countries, and that it will be against the interest of the 
stronger countries to permit excessive depreciation, should 
be enough to assure the inhabitants of Central Europe 
that devaluation will not mean extreme inflation. 

It has frequently been suggested that a general return 
to the gold standard would be impossible without universal 
devaluation of currencies: that is, an agreement that the 
gold value of every currency unit should be reduced 
General devaluation would be necessary only if the quan- 
tity of gold available, or likely to be available, for 
monetary use were insufficient to support the price-level 
which it was desired to maintain. Much therefore de- 
pends on the price-level which is considered desirable. 
This is a large question which cannot be more than adum- 
brated here. To many countries—not least of them Great 
Britain—a level considerably higher than that of 1928 
would be attractive in so far as it would reduce the real 
burden of the National Debt. But a rise of prices of this 
order would be unfair to most receivers of fixed incomes— 
salaried persons as well as creditors—and it would involve 
wage increases which might well initiate a spiral of in- 
flation. To impose these consequences on every count 
* the world would be too high a price to pay for the re- 
ene proportions of the national debts 

; pre-crisis level should, therefore, 
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be regarded as an upper limit to the desired rise of prices. 
In this case, provided the measures of economising gold 
recommended by the Gold Delegation, such as the reduc. 
tion of reserve ratios, were put into effect, there would 
be no reason to fear a shortage of gold or an enforced re. 
striction of the means of payment. There are ample 
supplies of currency in nearly every country to maintain 
the price-level of 1928. In the United States, for example, 
there is more currency in circulation than ever before ; the 
problem consists in getting the available supplies of cur. 
rency into active circulation. Devaluation would enable 
Central Banks to issue more currency, but the additiona! 
money would only have a passing effect if it immediately 
drifted back to the banks or were immobilised in stockings 
or safe deposits. 


Distribution of Gold. 


No measures of economising gold will, however, be of 
practical assistance unless the present maldistribution of 
the metal can be corrected. The present accumulations of 
gold in the United States and France are so large that 
many years must elapse before they could be re. 
distributed through the normal processes of trade, even 
if those countries were content to have a persistently 
‘ unfavourable ’’ balance of payments. Moreover, before 
any redistribution is possible, certain psychological 
obstacles to the free export of gold must be overcome. 
Until Governments and peoples come to regard exports 
of gold, if not with equanimity, then at least as unavoid- 
able incidents of a gold standard world, the task of re- 
distribution, which is essential to the restoration of the 
gold standard, will be beyond hope. 


Just as a redistribution of gold will be impossible unless 
the causes which led to vast accumulations in a handful 
of countries are removed, so it will be futile unless steps 
are taken to avoid the emergence of similarly obstinate 
disequilibria in the future. This implies an agreement 
on the rules which should govern the operation of the 
gold standard. Controversy on this matter has been 
fierce, and while few countries have succeeded in attain- 
ing theoretical perfection in their currency policy, each 
is inclined to define the ‘‘ rules ’’ in such a way as to 
vindicate itself and expose the shortcomings of others. 
There is, consequently, a useful task of definition for the 
Conference to perform before adherence to the “‘ rules ”’ 
can be asked for. 


These are some of the problems for which solutions will 
have to be found before it will be possible to secure a 
general return to an international monetary standard. 
But mere restoration of the edifice which cracked in 1929 
and collapsed in 1931 will not be enough; the Conference 
should not confine itself to the task of re-creating a world 
price-level (a thing that barely exists to-day), but should 
take the first steps in a programme for ensuring the com- 
parative stability of that price-level when restored. In 
the long run stability can only be ensured by the existence 
of an international monetary authority whose control shall 
be as absolute as is that of the existing Central Banks 
over their currencies to-day. But the time for such an 
authority is clearly not yet in sight. A beginning could, 
however, be made in the direction of enabling the Bank 
for International Settlements to ‘‘ create ’’ reserves for 
its member Central Banks in the same way that a Central 
Bank “‘ creates ’’ reserves for the commercial banks of 
its country. These additional reserves could then be 
expanded or contracted according to the movements of 
the world price-level. The proposals for international gold 
notes which have recently been put forward in various 
quarters provide one method of securing this object. 


But if it is too much to hope that the Conference will 
usher in a currency millenium, it can at least prepare 
the way for it. One very needful piece of preparation, 
which could easily be put in hand at present, would be 
to authorise the League of Nations to compile an inter- 
national wholesale price index, and to secure for it the 
official recognition of the Governments of the world. This 
is only a small step, but it is a necessary preliminary, and 
the psychological effect of the publication of such an 
index might do much to prepare the way for more far- 

measures to follow. 
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li it be true, as suggested above, that stabilisation of 
the exchanges is not only essential to the restoration of a 
greater volume of world trade, but is also a condition pre- 
cedent to the willingness of nations to lay aside the defen- 
sive armour of import restriction, it is equally true that 
unless there is a drastic modification of the present system 
whereby the flow of trade is dammed or diverted into 
| unnatural channels, there can be no guarantee against the 
recurrence of breakdown in any international monetary 
standard that may be established. In so far as the Econo- 
mic Conference achieves the re-establishment of stable 
exchanges and assures each country of the readjustment 
of other people’s tariffs to a level which does not press 
insupportably on national balances of payments, the 
motives of self-defence which have so greatly aggravated 
the position during the crisis will lose much of their 
potency. 

The difficulty, however, remains that even if a majority 
of the Conference can be persuaded to recognise the 
validity of the elementary proposition that international 
trade, based on specialisation and the division of labour, 
redounds to the material enrichment of all participants, 
| nevertheless the existing structure of tariff walls of unequal 

heights, quota and licence systems, etc., has resulted to 
) an extent never before experienced in creating extremely 

wide differences between the prices of commodities— 
} and particularly agricultural products—as between one 
. national customs-area and another. 

It would be unreasonable to expect that countries in 
| which important sections of the population have been 
) forced into occupations which could not exist without 
: protection will be prepared suddenly to abandon these in- 
dustries to their fate. Any attempt to secure at the Con- 
ference a sudden abandonment of tariffs is, therefore, 
; doomed to failure. A definite reversal of recent trends 
there must ultimately be if international trade is to sur- 
vive; but the most that can be, or should be, hoped for at 
| present is the adoption of a programme of gradual and 
, progressive reductions, designed to spread the return to 
, freer conditions of trade over a period of time long enough 
to enable the necessary readjustments to be made without 
: undue dislocation. 


Essential Principles. 


But the attainment of even this moderate aspiration in- 
volves the abandonment by the public opinion of nearly 


ery 


} every country in the world of some of its most cherished 
: economic illusions. Some of these have already been re- 
1 ferred to in the opening chapter of this Supplement. A 
i determined effort must, for example, be made to persuade 
; the overseas countries with high standards of living that 
: they will not be impoverished through freer competition 
. with other nations. Similarly, that obstinate relic of the 
1 mercantilist delusions, the belief in the necessity of a 
. favourable balance of visible trade, must go if reason is 
. to take the place of prejudice in governing commerce. 
) The most dangerous, however, because the most decep- 
k tively specious, of all these false ideas, is the so-called 
. ““ scientific principle ’’ of tariffs, by which duties exactly 
J equal the difference between costs of production of imports 
if and of equivalent domestic products. This “‘ principle 

“ is now tacitly or explicitly avowed by nearly every Gov- 
f ernment in the world, and the extent to which inter- 
d national trade has shrunk is the measure of its successful 
5 application. Nevertheless it is essential that it should be 


recognised to be the delusion it is, because so long as it 
remains it will be impossible to secure more than the 
most unimportant modifications of the status quo: say, 
at the most optimistic estimate, a return to the conditions 
of early 1981. 

But if the history of the past decade has been rightly 
interpreted at the beginning of this Supplement, a return 
to the conditions of 1931, or even to those of 1929, will 
be wholly insufficient to restore prosperity. 
material well-being of the world is to be maintained and 
enhanced, international trade must be made freer than 















IV.—_TARIFFS AND TRADE OBSTRUCTIONS. 

















If the 


it has been at any time since the war. The world of 1933 


is a very different place from the world of 1913, and a 
return to pre-war conditions would be, in general, neither 
possible nor desirable. But the one outstanding excep- 
tion to this generalisation is in the sphere of tariff policy. 
The Conference should, in our judgment, set itself the 
definite objective of ultimately restoring to international 
trade the comparative freedom from restrictions which it 
enjoyed before the war. To deny this is to hamper change 
and the evolution of nations, for the alternative concep- 
tion of *‘ planned "’ national economies would unques- 
tionably fix the status quo even more rigidly than the 
present network of high tariffs, while an international 
plan which attempted to do more than tide over tem- 
porary gluts or scarcities would throw into the arena of 
international politics a hundred burning questions of 
national interests, prejudices and ambitions. We do not 
envy the task of the Conference of statesmen who had, 
for example, to decide how much of the world’s textile 
trade is to be assigned to Eastern nations or where the 
raw material is to be grown. 


Methods of Approach. 
But before engaging upon this long-range policy of re- 


ducing the present permanent tariff rates, certain prelimi- 
nary obstacles must be removed. The Conference will 
necessarily have to put first things first. 
quotas and import prohibitions must obviously be cleared 
out of the way before tariff levels can be discussed, and 
the special emergency additions to existing duties must 
be removed before the permanent rates can be touched. 
These will constitute the two preliminary tasks of the 
Conference in this section of its agenda, and there is no 


Restrictive 


reason why they should not be accomplished by a general 
convention to which all the participants should subscribe. 

The ground thus cleared of the most glaring forms of 
trade impediments, the next step would be to decide on 
the method by which a scaling-down of tariffs might be 
secured. The recent experience of the trade agreements 
negotiated with individual countries by the British Gov- 
ernment has illustrated once more the meagre nature of 
the results which can be achieved by bilateral negotia- 
tions. No tariff agreement or agreements which emerge 
from the Conference will be of great utility unless they 
achieve much more rapid results and embrace a very sub- 
stantial proportion of world trade within their scope. The 
practical alternatives, then, are: (1) To attempt to secure 
& uniform reduction of existing tariffs either by percen- 
tages or by the establishment of a defined maximum level ; 
or (2) to conclude plurilateral agreements or sectional pacts 
based on the principle adumbrated in the Convention of 
Ouchy concluded between Belgium, Luxemburg and the 
Netherlands in June, 1932. 

The difficulty inherent in the first alternative plan is 
that, in view of the present inequality of tariffs, reduc- 
tion by uniform percentages would leave many of the now 
highly protected countries still in possession of consider- 
able tariff barriers to which nations who are at present on 
a low tariff basis could reasonably object. On the other 
hand, there is danger in the principle of a single maxi- 
mum rate, for in order to satisfy the high tariff countries 
it would be fixed so high that it would leave the low 
and moderate tariff countries a wide margin for increase, 
with the result that the general situation might be worse 
than before. 

The Preparatory Commission suggested the possibility 
of reaching a satisfactory formula by following the Ouchy 
Convention and providing that there should be percen- 
tage reductions spread over a period of years, but that 
this should not operate below a certain level. If this 
idea were developed so that the percentage fall were 
greater for high than for low tariffs it would satisfy the 
general sense of equity. 

It is, however, doubtful whether a universal formula is 
likely to prove acceptable on a scale that would give the 
world sufficient relief. We are, therefore, driven back 
on a sectional plan among those countries which are 
prepared to act immediately. 
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But partial agreements raise other considerations of 
great importance. As the Commission of Experts pointed 


out, it is essential, if the danger of provoking the forma- 
tion of mutually opposed groups of countries is to be 


avoided, that sectional agreements should be open to the 


adhesion of all interested States who are willing to join, 


and it is equally clear that such agreements involve a 
modification of the most-favoured-nation clause, since 
otherwise the application of that clause would place a 


premium on abstention, by enabling countries which re- 


fused to remove their own tariffs to enjoy the advantages 


of other countries’ reductions. Hitherto the British 


Government, among others, has clung consistently to the 
unconditional most-favoured-nation principle; but its 


utility under existing conditions has become very ques- 
tionable in view of the countless ways—quotas, agree- 


ments between producers’ associations, etc.—in which 


means have been found to circumvent it. If the dubious 
advantages of the most-favoured-nation clause have to be 
sacrificed as the price of including a really considerable 
group of countries prepared to give reasonable freedom of 


access to imports from all members of the group, the price 
would be well worth paying. 


‘* Reasonable '’’ Standards. 


Indeed, it is time that an attempt were made to estab- 
lish certain standards of decent and reasonable behaviour 
and that countries which refuse to conform to them 
should realise that they are penalising themselves by so 
doing and paying a price in the loss of markets. This is, 
frankly, discrimination of a kind. It would only be 
justifiable on condition that the terms of the minimum 
standard of “‘ reasonableness ’’ were simply and clearly 
defined, that these terms represented a genuine relaxa- 
tion of the stranglehold on trade, that the terms were 
available for all who cared to conform, and that there 


was no increase in the barriers maintained against non- 
consenting parties. 


The subject is one which bristles with difficulties, and 
it will be impossible to get a unanimous agreement on 
the definition of reasonable treatment. But a definition 
by low and moderate tariff countries should be a possi- 
bility and might offer sufficient inducements to countries 
whose tariffs are now high to come in. The plan need 
not lead to chaos by the general abandonment of most- 
favoured-nation treaties. But its result would be to 
create two categories of high-tariff and low-tariff countries, 
into one of which each country would automatically place 
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itself by its own action; inside each category the most. 
favoured-nation clause would operate as before. 

A solution of a similar sort will also have to be found, 
sooner or later, to the present impasse in the shippin 
world. The time has passed when countries which dis. 
criminate heavily against foreign shipping can expect to 
enjoy free entry into foreign ports. As the greatest 
trading nation, and also as the one most injured by the 
practices of other nations, Great Britain is in a very 
strong position to insist—with other liberal maritime 
Powers—on “‘ fair rules of the game.’’ 


It will be objected to solutions of this sort that the 
tariff question is too complex to allow of simplification— 
either by equal percentage reductions, by agreed maxima 
or by rigid demarcation between “‘ high ’’ and “ low” 
tariffs. In a world where fantastic laws and suicidal 
economic wars were unknown, there would be something 
to be said for such objections. But desperate situations 
need desperate remedies. Complexity of tariffs and the 
multiplication of ‘* exceptional circumstances ’’ not only 
hinder the task of mobilising public opinion—which 
cannot comprehend complexities—behind the ideal of 
freer trade, but they also leave the door open to the con- 
sideration of the pleas of vested interests. De minimis 
non curat lex; the time has come for the creation of a 
Common Law of tariff policy. 


The Shrinkage of Trade. 

The following table is printed, by way of epilogue, as 
a mute commentary on the need for drastic and thorough- 
going action. It shows the indices prepared by the 
League of Nations of the volume and value of inter- 
national trade. The 1932 figures refer to 49 countries, 
comprising 90 per cent. of the total trade upon which the 
other figures are based. 


Inpices oF Wori”p TRADE. 


1929 = 100. 
Value. Volume. 

OAS ...000000..- 55-0 77 
1OB5  ..ccccccecee 91-5 83 
BOBS ..cccccccses 90-0 85 
EGET cccccceesece 95-0 92 
BERS ovcvvcssscse 98-0 95 
1920 ...cccccceee 100 100 
BOO cocccccveces 80-9 eee 93 
UN scnalasianies 57-9 ce 84 
BOE wcctocccnnne 38-9 (estimated ) 77 (estimated) 


Such is the achievement of twenty years during which the 
facilities and speed of transport, travel, and communica- 
tion have been revolutionised as never before in history 


V.—INTERNATIONAL INDEBTEDNESS. 


The violent contraction of world trade during the past 
four years has accentuated a problem which now occupies 
a@ position of peculiar importance both in the causation 
of the present crisis and in the measures which must be 
taken to correct it. This is the problem of international 
indebtedness. It was the sudden restriction of the volume 
of international lending at the end of 1928 which played 
the chief part in changing the previous gentle decline 
of the price-level of primary commodities into a headlong 
fall; and the mounting difficulties of the debtor nations 
in 1931 bear a similar share of the responsibility for con- 
verting depression into catastrophe. The preceding 
chapters have emphasised the paramount necessity of 
promoting a rise in the world price-level; here again the 
question of indebtedness lies at the heart of the problem. 
For, though costs of production might in the painfully 
long run be adjusted to a permanently lower level of 
prices, the present total of debts is fixed in terms of 
money and cannot possibly be supported with the present 
abnormally high value of money. On the other hand, 
no rise of prices which the Conference may be able to 
promote will be secure unless the debtor nations are 
freed from their present necessity of throttling trade to 
preserve their solvency, and unless the creditors recover 


sufficient confidence in the safety of their investments 
to abandon their present insistence on early repayment 
and to resume the flow of new lending. 


A resumption of international lending is, indeed, 4 
vital part of the programme for the return to normal 
conditions. The national economy, and the balance of 
payments, of nearly every country in the world are 
adjusted to a certain inward or outward flow of capital. 
It is, for instance, a commonplace that the obstinately 
‘‘ favourable ’’ balance of payments on current account 
of the United States must ultimately be comple- 
mented either by the making of new loans or by default 
on old loans. Even under the tremendous pressure of 
the crisis the American accounts still show a ‘‘ favour- 
able ’’ balance, but in the long run the United States 
will have to choose between a resumption of lending and 
severe and painful modifications of its economic mode of 
life. Similarly, the ‘‘ new’ countries, such as the 
Argentine and Australia, and the debtor countries of 
Central Europe which were caught by the depression 
midway in the process of rehabilitating their economic 
position after the collapse of the war and the inflation, 
will need to borrow additional sums of fresh capital 1 
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the future if they are to avoid political and social con- 
vulsions of the type we have recently witnessed. 

The policy of forcibly writing-down the present total of 
indebtedness to a level which could be supported by the 
prevailing values of goods moving in international trade 
is therefore a poor second best, for it could do no more 
than stabilise the status quo. It will not be enough to 
reduce the burden of service on the present total of in- 
debtedness to a supportable level; the way must also be 
cleared for a resumption of lending. Obviously, compul- 
sory scaling-down would hardly add to the effectiveness 
of an invitation to the world’s capitalists to grant fresh 
loans. 

More Trade or Less Interest. 


The Conference should therefore set its face towards 
the other alternative: that is, an increase both of the 
volume and of the value of international tragle large 
enough for the service charges on past and future in- 
debtedness to be carried without strain by the normal 
flow of international payments. Accurate statistics of 
international debts are virtually unobtainable, and the 
available estimates are only rough approximations. One 
recent German estimate of the capital value of inter- 
national indebtedness, including the War Debts but ex- 
cluding Reparations, amounts to £15,360 millions (gold), 
but this is probably an over-estimate. The annual total 
of interest and sinking fund charges can be estimated— 
though with a large margin for errors—from balance of 
payments figures. The following table has been com- 
piled from the League of Nations’ Memorandum on 
Balances of Payments, 1930, and refers, except where 
otherwise stated, to the year 1929. The figures represent 
the net amounts paid or received in that year on account 
of interest, dividends and sinking funds. Inter-Govern- 
mental payments are excluded, but in the case of 
Germany, the United Kingdom, the United States, and 
France, a second figure has been added to show the net 
receipts or payments on account of Reparations and 
War Debts :— 


{InreRNationaL Dest Service. PayMEnts, 1929. 
(Millions of dollars.) 


DEBTORS. CREDITORS. 
Germany ............+++ 213+573 | United Kingdom ...... 1,216+117 
a ebiinililan 214 United States ......... 4494212 
Argentina .............- 188 BINED <cccvesescocescees 195+ 197 
Australia .............+- 171 Netherlands ............. 129 
Mexico (1926) ......... 153 Switzerland ............ 75 
Dutch E. Indies ...... 127 Belgium ..............-.+ 53 
BRED ccecesevsccccccedses 118 Irish Free State ....... 29 
South Africa............. 76 ee eee 8 
Pakamdd ..ccccocccscestess 43 
New Zealand ......... 42 Be tcrirasecsnien 2,154 + 526 
Roumania ..........+++- 34 
Hungary ..........0+-++ 28 
Yugoslavia ° 22 
NOPrway .......-cseeeeees 19 
Italy (1927) . 18 
mmark .............+- 17 
U Procevecccccccceces 15 
Czechoslovakia 13 
Fecccccnvesscccdese 10 
J@Pan .......ccceeeeeeees 9 
Total.............. 1,530 +573 


This table is incomplete and approximate, and the figures 
must be taken as broad indications rather than as accurate 
estimates; the discrepancy between the two columns is, 
of course, accounted for by the fact that the majority of 
the countries omitted from the table are debtor countries. 
The conclusion to which it points is that the net amount 
of transfers to be made in 1929 on account of debt con- 
tracts amounted to about $2,200 millions at least, or 
about $2,750 millions if inter-Governmental debts are 








included. The value of world trade in that year, taking 
the average of the import and export figures, was about 
$34,000 millions. Debt charges therefore amounted to 
between 6 per cent. and 8 per cent. of the value of the 
total trade. Even in 1929, however, the payment of debt 
charges was beginning to put a strain upon the inter- 
national financial system, and what fragmentary evidence 
there is of the conditions of 1913 seems to show that debt 
payments in that year formed a much lower percentage 
of the value of international trade. But world trade in 
1932 had fallen to about $13,500 millions, and continua- 
tion of debt service payments on the 1929 scale, even 
without inter-Governmental payments, would conse- 
quently have amounted to 16 per cent. of the total amount 
of foreign trading transactions in the world. The world is 
therefore faced with the blunf alternative of considerably 
more trade or considerably less interest. The present 
burden of indebtedness cannot be comfortably supported 
unless the value of world trade is raised to three times the 
level of last year, or even higher. Moreover, equilibrium 
will not be maintained in the future unless the value of 
world trade is allowed to expand as rapidly as the total of 
world indebtedness. 


Conversions or Defaults? 
This is a large task; but not a hopeless one, for it in- 


volves little more than a return to the conditions of 1929, 
when trade was already hampered by a considerable net- 
work of restrictions. It will be far better for the Confer- 
ence to make an honest attempt at it than to seek refuge 
in any policy of universal scaling-down, which, as was 
pointed out above, could do no more than bring tem- 


porary alleviation and would not avail to ragtart the 


machinery of international lending. 


Nevertheless, this does not mean that the present total 


of indebtedness must be considered as sacrosanct and 
exempt from the surgeon’s knife. Some countries were 


patently over-borrowed, even at the 1929 price-level. In 
the case of Australia, for example, debt charges amounted 
in that year to nearly a quarter of the total value of her 
exports, and in the case of Hungary the figure was about 
15 per cent. Debt charges on this scale can only be paid 
at the cost of still more extravagant borrowing, and it is 
unlikely that international lenders will for many decades 
be as blind to economic realities as they were in the years 
preceding the crisis. In cases such as these there is no 
alternative to the drastic reduction of debt charges. 
Conversions, forced or voluntary, may suffice in some 
cases; indeed, if the Conference is able to establish a 
world in which the risks of default are lower than they 
are in the present state of chaos, the creditors will have 
no reason for insisting on retaining the ** risk premiums ”’ 
which have frequently swollen the interest rates of inter- 
national loans. But in others the capital value of debts, 
as well as the rate of interest payable may have to be 
reduced. 

The Conference cannot be expected to undertake this 
task, but a great deal could be done in the way of defining 
principles and providing machinery. For instance, the 
various Governments might be recommended to encourage 
the formation of bondholders’ committees, as suggested in 
the Draft Agenda, in order that such reductions as are 
found to be necessary may be carried through, if possible, 
by agreement with the creditors. The need for such de- 
vices, however, is but a confession of our failure to organise 
wisely the world’s economic life. The debts crisis may 
perhaps assume less desperate proportions if the delegates 
take to heart the obvious truth that the degree to which 
scaling-down will be necessary depends upon the success 
or failure of the Conference in raising prices and freeing 
international trade. 
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THE WAR DEBTS 
A History and Full Analysis of the Problem 
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Submitted by the 
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THE CRISIS 
Sir HENRY STRAKOSCH, G.B.E. 


THE WORLD’S GOLD RESERVE AND 
COMMODITY PRICES 


by 
The Late Mr. JOSEPH KITCHIN 


THE OTTAWA AGREEMENTS 


(With an analysis of the British Tariff) 
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THE PUBLISHER, 8, BOUVERIE STREET, E.C.4, OR IN THE 
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